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All values in Canadian $ Millions 


and represent period averages KEY ECONOMIC INDICATORS 
unless otherwise indicated. 


[IQ 
ACTUAL ACTJAL PERCENT ACTUAL PERCENT 


INDICATOR 1988 CHANGE 1989 CHANGE 6/ 


QUTPUT, PRODUCTION, EMPLOYMENT 
GOP (Current Prices, C$ Billion) 550. 601.5 : 643.7 
GDP (Constant 1981 C$ Billion) ‘ 447.8 ‘ 458.0 
Industrial Production 

(Constant 1981 C3 Billion) 107. a9 : V4.7 
Private Investment 

(Constant 1981 C$ Billion) : 101.7 108.9 
Unit Labor Costs in Mfg. 1/ , . 7280 ‘ . 7499 
Wage Settlements (%) 2/ : 4.4 5.9 
Employment (000's) ; 12,244 ‘ 12,504 
Avg. Unemployment Rate (%) ; 7.8 7.3 
Housing Starts (SAAR, 000's) 223 é 206 


MONEY AND PRICES 
Exchange Rate: | C$ = US ¢: ‘ 81.24 33.55 
Interest Rates: 
Bank of Canada Rate 3/ : 11.19% 12 
Chartered Bank Prime Rate tga. Ceeeou 13 
Price Indices: 
All-Items Consumer Price 
Index (19812100) 143.8 
Industrial Product Price 
Index (1981=100) 4/ 128.1 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(US$ Millions) 
Balance of Payments (C$ Billion) 
Current Account Balance 
Merchandise Trade Balance 
Nonmerchandise Balance 5/ 
Merchandise Exports 
(U.S. % Share of Total) 
Merchandise Imports : é ; 67.6 
(U.S. % Share of Total) ’ (72%) 
Travel Receipts ; : : 3.6 
(U.S. % Share of Total) ] (42%) 
Travel Expenditure 
(U.S. % Share of Total) (59%) 


Main Imports from the U.S. (1988) (C$ billions): Automotive vehicles and parts, 27.5; 
communications and electronic equip. 8.0; industrial machinery, 6.5; equipment & tools, 
6.0; chemical products, 5.0; aircraft & parts, 3.0; agricultural machinery, 1.5. 


Footnotes: 1/ Labor income per unit of output. 
2/ Compound average annual increase in base rates (%). Wage settlements in 

all industries, all agreements. 

Actual rate at end of period. Floating rate set 25 basis points above 
9l-day treasury bill tender rate. 

Essentially a producer price index. 

Includes services, transfers, and investment income. 

Percent change from first six months of 1988. 


Sources: Statistics Canada, Bank of Canaga Review. 





SUMMARY 


Following rapid expansion in 1985-88, the Canadian economy is showing signs 
of gradual cooling. Consistent with a "soft landing" scenario, Canadian 
forecasters project Gross Domestic Product (GDP) growth of approximately 2.8 
percent in 1989 and 1.5 percent in 1990. Inflationary pressures remain 
strong, however, and inflation is forecast to exceed 5 percent in 1989 and 
1990. A higher than normal interest rate differential vis-a-vis the United 
States has boosted the Canadian dollar, which is expected to average about 
84 US¢ in 1989 before dropping to 83-83.5 US¢ in 1990. Following a current 
account deficit of $8.4 billion in 1988, Canadian forecasters project 
further deterioration in both 1989 and 1990. 


Prospects for U.S. trade and investment in Canada are excellent. 
Implementation of the U.S.-Canada Free Tade Agreement (FTA) is helping to 
eliminate trade barriers and open new avenues of trade and investment 
between the United States and Canada. Since 1984, the economy has 
benefitted from federal policies designed to increase market orientation of 
the economy and spur investment, employment growth, and competitiveness. 
These include liberalization of energy and foreign investment policies, 
income tax reform, deficit reduction measures, privatization of major Crown 
corporations, and a downsizing of the government’s role in the economy. 
Inflation and a persistent federal deficit notwithstanding, the FTA, federal 
government reforms, and continuous economic growth since 1982 have increased 
business confidence in the Canadian economy. 


CANADIAN ECONOMIC OUTLOOK 


Growth 


Reduced real federal government spending, a softer housing market, a higher 
national savings rate, and sluggish consumer spending, especially on 
big-ticket items such as automobiles, appliances, and furniture, are 
contributing to the deceleration of the economy. Consistent with a "soft 
landing" scenario, Canadian forecasters project Gross Domestic Product (GDP) 
growth of approximately 2.8 percent in 1989 and 1.5 percent in 1990, 
following rates of 5.0 percent in 1988 and 4.5 percent in 1987. 


Trade and the Current Account 


Canada’s seasonally-adjusted current account deficit climbed to $7.8 billion 
in the first half of 1989, from $3.1 billion in the same period in 1988. 
This deterioration reflects both a drop in Canada’s global merchandise trade 
surplus (to $2.7 billion in the first half of 1989 from $4.1 billion in the 
first half of 1988) and an increase in Canada’s traditional non-merchandise 
trade deficit (to $10.6 billion from $7.2 billion in the first half of 
1988). While merchandise imports increased strongly in the first half of 
1989, growth rates are expected to weaken as business investment eases from 





the high levels of 1988-89, reducing the growth of purchases of capital goods 
abroad. Merchandise exports grew more slowly than imports in the first half 
of 1989 reflecting the strong Canadian dollar and slowing U.S. demand; 
merchandise export growth is expected to weaken still further in the second 
half of 1989. The non-merchandise trade deficit deepened in the first half 
of 1989 in part the result of an increased deficit on investment income. 
Following a current account deficit of $8.4 billion in 1988, Canadian 
forecasters project the current account deficit to deteriorate even further 
in both 1989 and 1990. 


Inflation, Monetary Policy, and the Exchange Rate 


Inflation is forecast to exceed 5 percent in 1989 and 1990. The Bank of 
Canada is expected to pursue moderately restrictive monetary policies until 
there are credible signs that inflation is easing. Accordingly, interest 
rates are expected to remain high relative to the United States. Stimulated 
by the relatively large yields on Canadian financial assets and by confidence 
in the economy, the Canadian dollar appreciated in 1989. In September 1989, 
the dollar traded in the 84.50 US¢ range and is expected to average about 84 
US¢ in 1989. With slower growth and possibly lower interest rates in the 
offing, forecasters expect the dollar to average 83-83.5 US¢ in 1990. 


U.S.-Canada Free Trade Agreement (FTA 


The FTA entered into force in January 1989. It is designed primarily to 
eliminate trade barriers and open new avenues of trade and investment between 
the United States and Canada. For example, some tariffs were removed on 
January 1, 1989, and all others will be phased out in 5 or 10 years. The FTA 
commits Canada to end review of indirect acquisitions by U.S. companies in 
most sectors by 1992. As well, over a four-year period the FTA raises the 
threshold for review of direct acquisitions in most sectors to C$150 million 
(constant 1992 dollars). It prohibits most investment-related performance 
requirements such as local content and import substitution. In addition, the 
FTA facilitates cross-border travel for business visitors. It expands the 
size of federal government procurement markets open to competitive bidding by 
suppliers from the other country. The FTA prohibits most trade restrictions 
on energy goods and removes discriminatory pricing and listing practices 
against wine or spirits imported from the other country. 


A joint commission ensures proper implementation and oversees further 
elaboration of the agreement. The commission has established five working 
groups on accelerated elimination of tariffs, government subsidies, expanded 
coverage of agriculture issues, resolution of custom-related issues, and 
changes in rules for FTA tariff eligibility. In addition, the FTA provides a 
consultative framework in which trade problems can be managed before they 
create serious economic and political frictions. For countervailing duty and 
antidumping cases, the FTA replaces court review of administrative agency 
determinations in either country with a binational panel. 





The Federal Budget and Sales Tax Reform 


Since 1984, the government has made some progress in reducing the large 
federal deficit. By halting the growth of real program spending while 
increasing tax revenues, the government has reduced the deficit from C$38.3 
billion in FY 1985 to C$28.7 billion in FY 1989. In relation to the overall 
economy, this lowered the deficit from a postwar peak of 8.6 percent of GDP 
in FY 1985 to just 4.8 percent of GDP in FY 1989. Efforts to reduce the 
deficit have been complicated by the cumulative growth in outstanding public 
debt and the related substantial increase in debt service payments. Asa 
result, the federal deficit is projected to slip to C$30.5 billion in FY 
1990. In the FY 1990 budget, the government announced new fiscal restraint 
measures aimed at bringing the deficit down to C$15 billion in FY 1994. 


The government plans to introduce a multi-stage value-added tax called the 
goods and services tax (GST) in 1991. The GST is planned to be set at a 9 
percent rate and will replace the present 13.5 percent manufacturers sales 
tax and the telecommunications tax. It will apply to most goods and 
services consumed in Canada; Canadian exports will have the GST removed, 
however. Groceries and prescription drugs are proposed exemptions. 


Financial Regulatory Reform 


The government is expected to table financial services legislation which 
will contain new rules governing ownership of insurance companies, banks, 
and trust companies, and will give trust and insurance firms greater freedom 
to make consumer and corporate loans. Its enactment will complete the third 
and final part of a financial institutions reform package proposed by the 
government in 1986. Liberalization of the securities industry by the 
province of Ontario and by federal banking authorities in 1987-88 permitted 
the merging of banks and securities firms. It also prepared the stage for 
those firms to join other financial institutions in expanding their 
activities once the anticipated reduction of barriers between banks, trust, 
and insurance companies is approved. With respect to the U.S. financial 
industry, the FTA eliminated Canadian federal restrictions on U.S. banks’ 
share of the Canadian market and on the acquisition of Canadian insurance 
companies and trust and loan companies by U.S. financial institutions. 


Agriculture Policy 


The federal government is conducting a review of agricultural policy and is 
expected to release its findings and recommendations in draft to the 

public. The review is intended to make Canadian agriculture more 
self-reliant, market responsive, and environmentally sustainable, as well as 
to clearly define provincial and federal policy jurisdictions. It was 
commissioned early in 1989 by the Minister of Agriculture and is expected to 
address agricultural policy in an integrated fashion. Issues such as farm 
income stabilization, market responsiveness, and incentives for environ- 
mentally sound farming practices are expected to be discussed, with the aim 
of developing policies that support the main goals of the review. 





Transportation and Telecommunications 


The United States and Canada have the most extensive and complex aviation 
relationship in the world. Specific agreements cover scheduled, charter, 
regional and local service, preclearance, and security in civil aviation. 
Both governments agree that there is a need to modernize and liberalize the 
basic 1966 aviation agreement to accommodate a more market-oriented 
approach. Preparations for negotiations have begun. 


The FTA will reduce tariffs on telecommunication equipment and improve 
competitive opportunities for enhanced services. The expected enactment of 
a telecommunications bill will further clarify federal and provincial 
regulatory jurisdictions and facilitate competition in telecommunication 
services. A new broadcasting act is expected to be introduced in Parliament 
during this session. It is certain to continue the current requirement that 
broadcasters reserve a significant portion of their programming for locally 
produced material. Separate copyright legislation has established an 
independent Copyright Board to adjudicate claims against TV cable operators 
for capturing and transmitting local and distant broadcast signals from the 
United States without compensating the copyright owners. 


OVERVIEW OF CANADIAN BUSINESS PROSPECTS 


The expected economic slowdown notwithstanding, U.S. trade and investment 
opportunities in Canada should remain good through 1990. The lowering of 
tariffs under the FTA to date and appreciation of the Canadian dollar in 
recent years have enhanced the competitiveness of U.S. products. 

Merchandise exports to Canada (FAS basis) grew by 21 percent in the first 
half of 1989 to $83 billion, following an 18 percent increase in 1988. 

Chief U.S. merchandise exports in 1988 were motor vehicle and tractor parts, 
passenger cars, internal combustion engines and parts, trucks and special 
purpose motor vehicles, office machinery/ADP machines and parts, aircraft, 
spacecraft and related equipment, electronic components and parts, synthetic 
resins, rubber and plastic materials, electrical machinery and apparatus, 
measuring/checking instruments, and general merchandise. Exports of 
electronic integrated circuits, ADP equipment, aircraft, and automotive 
parts have shown particularly strong growth in 1988-89. 


The province of Ontario is the largest single Canadian market, followed by 
Quebec. These two provinces, known collectively as Central Canada, comprise 
approximately 85 percent of the market for U.S. exports. Excellent 
opportunities, however, exist in all regions. One of the best ways for U.S. 
companies to enter or expand operations in this market is with the support 
of the U.S. and Foreign Commercial Service (US&FCS), which maintains a wide 
range of commercial information and organizes trade promotion activities. 
For further information on services, please contact the US&FCS at the U.S. 
Embassy or a Consulate General in Canada or at the nearest Department of 
Commerce district office in the United States. 





REGIONAL ECONOMIC AND COMMERCIAL OUTLOOK 


Central Canada 


This has been a year of somewhat slower expansion Ontario at a Glance 

for Ontario, which is expected to grow by about 1989 1990 
3 percent in 1989 and by less than 2 percent in Inflation 5.5% 5.0% 
1990. Labor shortages continue in some areas, Unemployment 5.0% 6.0% 
particularly the Metro Toronto area and the Population 9.4 million 
"Golden Horseshoe" region of southern Ontario, 1988 GDP C$218 billion 
where unemployment rates of 4 percent are common, 

and shortages of skilled workers are frequent despite an annual influx of 
some 90,000 new residents to the province. Business investment is expected 
to be Ontario’s main engine of growth in 1989 and should continue at about 

an 8 percent rate in 1990. Private investment in nonresidential 
construction is expected to increase between 11 and 12 percent in 1989, 
placing total business investment in the province at about C$56 billion for 
the entire year. High interest rates and slowing consumer spending are 
expected to cut housing starts in 1990 to below 80,000. 


U.S. Business Prospects In Ontario 


The United States is Ontario’s major trading partner, accounting for about 
85 percent of total trade and nearly 90 percent of the province’s global 
exports. Among the excellent markets for U.S. companies in Ontario are 
automotive parts, computers and computer peripherals, CAD/CAM technology, 


telecommunications, medical equipment, electronic components, and building 
materials/hardware, as well as ongoing demand for motor vehicles and 
aircraft and parts. US&FCS Toronto organizes and supports a wide range of 
programs including fairs, seminars, catalogue shows, as well as provides 
basic market research and counseling for American firms. In 1989 and 1990, 
US&FCS Toronto will be sponsoring programs in the computer, medical, machine 
tool, high-technology, and hardware sectors. For more information on these 
or other US&FCS programs, please contact US&FCS Toronto. 


After six years of expansion, Quebec’s Quebec at a Glance 
economy began to slow in the second half of 1989 1990 


1989, and is expected to grow by about Inflation 4.4% 4.2% 
2 percent in 1989 and 1990. Like Ontario, Quebec Unemployment 9.6% 9.7% 
is expected to benefit from strong investment 1988 GDP C$128 billion 
spending in 1989 and 1990, with the bulk of it Population 6,593,000 
concentrated in manufacturing, primary metals, 

rubber, and textiles. The investment surge responds to capacity constraints 
at existing plants as well as prospects for improved profitability. 

Business investment in Phase II of the James Bay hydroelectric complex, and 
several new aluminum smelters are expected to make a substantial 
contribution to Quebec’s growth rate in 1989 and 1990. Investment in 
residential construction, on the other hand, is expected to decline, and 
retail sales, which have been very strong for the past few years, are 
expected to taper off. As the Quebec economy cools, employment growth will 
slow in line with the national average. Consequently, Quebec’s unemployment 
rate is expected to rise in 1989 and 1990 from 9.4 percent in 1988. 





U.S. Business Prospects in Quebec 


Although Quebec’s economy is expected to slow in 1989-90, many industries 
will continue to look to the United States for products and services. 

Quebec continues to be strong in the traditional natural resource base 
industries such as mining, pulp and paper, hydroelectricity, and aluminum 
production. In the past decade, however, Quebec has moved strongly to 
diversify into other industries such as aerospace, auto parts/special 
vehicle manufacture, pharmaceuticals, microelectronics and 
telecommunications. U.S. suppliers of electronic components and electronic 
testing, production and packaging equipment will find a lucrative market in 
Quebec. A site outside of Montreal has been designated for the new Canadian 
National Space Agency. While major investments in Montreal have not as yet 
been stimulated by the designation, the Space Agency is expected to give an 
added dimension to Montreal’s status as an aerospace center. The growing 
need of hospitals and clinics to modernize facilities and update equipment 
presents another opportunity for U.S. suppliers. U.S. consumer products 
will also be in demand. U.S. companies wishing to enter the potentially 
lucrative market in Central Canada for analytical/scientific instrumentation 
and pollution control equipment and services can subscribe to the U.S. 
Department of Commerce Matchmaker Trade Mission visiting Montreal and 
Toronto in June 1990. 


British Columbia and the Prairie Provinces 


The British Columbia (B.C.) economy, which has B.C. at a Glance 


grown at a very rapid clip in recent years, 1989 1990 
is forecast to expand at a more moderate pace Inflation 4.4% 4.5% 
of around 3 percent in 1989, and by less than Unemployment 10% 11% 
2 percent in 1990. Real estate and retail trade Population 2,984,000 
are expected to remain strong. However, some 1988 GDP C$60 billion 
sectors of the economy are starting to exhibit 

weakness. In manufacturing, growth in shipments, which had already 
moderated from 18 percent in 1987 to 6 percent in 1988, slowed further in 
the first half of 1989. Shipments of wood and wood products, which account 
for about 27 percent of total manufacturing, began to decline in 1988 and 
will likely remain weak in 1989 and 1990. Prices for newsprint began to 
soften in 1988 and have continued to fall due to lower demand and the 
addition of new North American supplies. Pulp prices, on the other hand, 
have remained strong. In mining, the outlook in the short term is positive, 
as prices for most of B.C.’s minerals remain firm. The general slowdown in 
the housing, automobile, and other markets, however, is expected to lead to 
an eventual drop in demand and lower prices. Capital spending is expected 
to be strong in 1989 and 1990, led by manufacturing and utilities. Growth 
in employment this year is expected to exceed that of the labor force, 
resulting in a drop in the unemployment rate. Inflation is forecast to rise 
from 3.6 percent registered in 1988. 





Alberta’s economy, which grew by a dazzling 7.2 Alberta at a Glance 
percent rate in 1988, is forecast to grow by 1989 199 
around 3 percent in 1989, and by about 2 percent Inflation 4.4% 4.5 
in 1990. Weakening investment in the oil industry Unemployment 7.2% 7.2 
due to unstable oil prices, high interest rates, Population 2,391,700 
and the phasing-out of government assistance 1988 GDP C$60 billion 
programs are primarily responsible for the slowdown. 

Alberta continues to diversify its economy away from the oil sector and into 
natural gas, manufacturing, food processing, high tech telecommunications, 
and tourism. Petrochemical projects worth over C$1.5 billion are planned in 
Alberta, while steady investment continues in the forestry industry, 
including a new pulp mill worth an estimated C$300 million. Production in 
the pulp and paper, and manufacturing sectors is forecast to expand over the 
next few years, and Alberta is one of the few provinces where the housing 
market continues to remain strong. The one cloud on Alberta’s horizon is 
agriculture. While crop receipts are expected to rise in 1989, net income 
is projected to drop sharply as a result of a steep cut in government 
subsidy payments and higher operating expenses. 


Manitoba’s economy should show an improvement in Manitoba at a Glance 
1989 over the 1.2 percent growth rate recorded 1989 

in 1988. Agricultural production is recovering Inflation 5.1% 
from the devastation of the 1988 drought, and Unemployment 7.8% ‘ 
total capital spending is expected to increase Population 1,084,70 
by well over 10 percent, fuelled by higher 1988 GDP C$20 billion 
spending in manufacturing, utilities, trade, 

finance and commercial services. Summer forest fires in northern Manitoba 


in 1989, however, dealt a blow to the provincial treasury by prompting 
unanticipated outlays and causing a negative impact on Manitoba’s economy. 
In addition, residential investment is forecast to decline due to the 
weakness in the housing market. As a result, real GDP growth has been 
projected at around 3 percent in 1989 and 2 percent in 1990. 


Saskatchewan’s economy is expected to expand by Saskatchewan at a Glance 
about 3 percent in 1989, easing to just under 2 1989 1990 
percent in 1990. Agricultural production is Inflation 4.4% 4.2% 
expected to recover from the 1988 drought that Unemployment 7.6% 7.5% 
induced a 4.7 percent decline in Saskatchewan’s Population 1,011,000 
economic output. However, high input costs and 1988 GDP cC$18 billion 
lower program payments to farmers are expected to 

reduce farm income in both crops and livestock, producing only a modest 
increase in crop receipts and a decline in livestock receipts. The forecast 
for Saskatchewan’s energy sector is mixed. While oil drilling activity is 
the slowest in a decade, Saskatchewan’s government policy has enabled the 
province’s natural gas industry to expand and compete with Alberta’s much 
larger, but more tightly regulated industry. The privatization of the 
Potash Corporation of Saskatchewan and developments in uranium and gold 
continue to encourage outside investment. Capital expenditures are 
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expected to decline by around 1 percent in 1989 due to projected spending 
declines in nonresidential construction and manufacturing. Higher spending 
in other sectors, including utilities, trade and finance, and by government, 
will be insufficient to offset the declines. 


The expansive Yukon and Northwest Territories are home to only about 75,000 
people, about half of whom are of native origin. Mining and energy 
production are the largest industries, and capital investment fluctuates 
with the prices of the region’s major resources -- oil, gas, gold, silver, 
zinc, lead, and uranium. The territorial governments are seeking to promote 
tourism, import substitution, and to develop the territories’ 
infrastructure. Native land disputes, however, could take their toll on 
foreign investment in the mining sector in 1989 and 1990. Early in 1989, 
the federal government withdrew 62,000 square kilometres of land from claim 
staking while land negotiations with the Dene-Metis continue. Industry 
experts fear mining companies will pull out and not return. 


U.S. Business Prospects in B.C. and the Prairies 


U.S. exporters will find a richly endowed, resource-based economy in British 
Columbia. Strategically located on the Pacific rim, B.C. is agressively 
positioning itself to take advantage of the enhanced trade opportunities 
available under the FTA. Some of the best prospects for U.S. business in 
B.C. are for equipment to produce lumber, pulp and paper, and building 
products. Pollution control equipment is also in demand. The B.C. forest 
industry is diversifying into value-added wood products, increasing the 
number of remanufacturing plants in the province and creating opportunities 
for producers of trucking, conveying, and woodworking machinery. Mining is 
B.C.’s second largest industry and employs 600,000 directly or indirectly. 
"Desktop prospecting" is now a reality, and hi-tech mineral-finding 
equipment, sophisticated remote sensors, and satellite technology to probe 
the earth for minerals are in demand. Subsea technology is a growing 
industry in B.C., offering a market for equipment to manufacture submarines, 
marine robots, and remote-controlled underwater vehicles. 


Economic conditions have improved across the Prairies, increasing 
opportunities for U.S. exporters. In Alberta, some segments of the energy 
sector, particularly natural gas, offer good market opportunities. U.S. 
firms with products in this area should seriously consider attending the 
June 1990 National Petroleum Show in Calgary. Among the more specialized 
markets, U.S. equine products are in demand, as are outdoor sports 
equipment. In Manitoba, there are good opportunities in the consumer 
products sector as well as demand from local manufacturers for equipment and 
knowledge that can increase their productivity to meet the anticipated 
competition resulting from the FTA. Winnipeg’s efforts to emulate 
Minneapolis as a medical center support a market for the latest medical 
equipment and supplies, including non-invasive equipment such as lasers, new 
products to meet the needs of Canada’s geriatric population, or cost-saving 
systems which help meet rising budget restraints. 
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Used car dealers in the Prairies are interested in developing contacts with 
U.S. automobile wholesalers to take advantage of the loosening of the 
restriction on imported used cars from the United States. Saskatchewan’s 
farm equipment industry, while contracting, remains sizeable. The 
continuing demand for equipment and products used in dry farming offers 
significant business opportunities. Several meat packing firms and uranium 
mines are planning or are considering expansion to take advantage of trade 
opportunities opened up by the FTA. The growing number of business groups 
and missions from U.S. states which are scheduled to visit the Prairie 
provinces in 1989-1990 indicates that U.S. firms are paying increased 
attention to the market opportunities in this region. 


Atlantic Provinces’ Economic Outlook 


Low growth rates are expected in Atlantic Canada in the near term, due to 
cutbacks in federal spending and quota reductions for groundfish in the key 
fisheries sector. Economists are predicting about 2 percent growth in 
Atlantic Canada in 1989, dropping to just over 1 percent in 1990. 


The fishery in Nova Scotia, the largest province Nova Scotia at a Glance 
in the region, has been hard hit by declines in 1989 1990 
fishing quotas. Good lobster and scallop catches Inflation 4.4% 4.9% 
have helped to offset the impact of reduced quotas, Unemployment 9.8% 10% 
however. Mining, particularly for coal, is also Population 886,880 
experiencing a decline due to an 11-week 1988 GDP C$13 billion 
strike at the Cape Breton Fields and federal subsidy 

cuts. Defense installations in Barrington and Sydney will be closed on 
budgetary grounds, and less money will be available for development 
programs. On the positive side, prospects for forestry remain bright due to 
the modernization of mills. Some investment is taking place in the 
manufacturing sector, including a C$90 million expansion at the Pratt and 


Whitney plant in Halifax and a C$500 million expansion at three Michelin 
plants. 


More than other provinces in Atlantic Canada, New Brunswick at _a Glance 
New Brunswick depends on exports to the United 1989 1990 
States, and the potential for a slowdown there Inflation 4.6% 4.9% 
and the effects of a stronger Canadian dollar Unemployment 12% 12.4% 
are causing concern. Mining, particularly zinc, Population 714,000 

is performing well. Capital expenditures are 1988 GDP ©C$10 billion 
expected to grow by over 20 percent in 1989, 

with the greatest increases expected in manufacturing, utilities, and 
nonresidential construction. The fishing industry has been affected by 
stock declines in the crab fishery. The softening of lumber markets will 
likely affect the forestry industry, but strong demand for pulp and paper is 
expected to help offset the negative effects. 
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The decline in the Atlantic fishery will have a Newfoundland at a Glance 
profound effect on Newfoundland, which has a less 1989 1990 
diversified economy than other provinces in the Inflation 4.1% 4.6% 
region. Groundfish quota reductions will result Unemployment 15% 15% 
in the temporary closure of all major fish Population 569,200 
processing plants. There are fears of further 1988 GDP C$7 billion 
quota reductions that will almost certainly lead 

to permanent closures. Delays in completing contractual arrangements for 


the $5 billion Hibernia offshore oil project are also clouding the economic 
outlook. 


Following exceptional 6.8 percent growth in 1988, PEI at a Glance 

Prince Edward Island (PEI) is preparing for leaner 1989 1990 
times due to the planned closure of the Canadian Inflation 3.9% 4.6% 
Forces Base at Summerside. Besides the direct Unemployment 13% 13% 
loss of jobs, the transfer of military personnel Population 128,800 
out of the province will reduce PEI’s small 1988 GDP C$2 billion 
population. This could affect federal government 

transfer payments to the province, which are based on population. 
Construction of a fixed link with the mainland -- either a bridge or tunnel 
-- is still under review, delaying the benefit that islanders expected when 
construction began. PEI’s construction industry is benefitting from work 
begun on two buildings for the Canada Games. The outlook for tourism and 
agriculture is also promising. PEI’s fishery is expected to do well as good 
catches and solid prices prevail in the dominant lobster sector. 


Outlook for U.S. Business in Atlantic Canada 


The Atlantic region has a strong base in primary industries. There are 
opportunities for U.S. companies with products and services that would 
upgrade the efficiency and improve the competitiveness of existing 
industries. Plant upgrading and expansion seems to be more the norm than 
outright new construction. In this market, the advantage of maintaining 
some type of local representation cannot be understated. Atlantic Canada is 
traditionally a rather closed market where local and regional agents and 
distributors are often essential for doing business. Major highway 
improvements expected in Newfoundland and possibly New Brunswick may 
generate some business opportunities. In addition, Halifax container 
traffic is now at 400,000 units annually, suggesting an ongoing need for 
upgrading and servicing facilities and equipment. Pollution control devices 
and innovative, economic solutions to municipal sewage problems would likely 


be well received, as would mobile equipment capable of neutralizing toxic 
wastes. 





